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1 . EMBASSY CONCURS WITH REFTELS ANALYSIS THAT PROJECTED 
DECLINE IN GROWTH RATES OF EASTERN EUROPEAN AND ESPECIALLY 
SOVIET ECONOMIES HAS IMPORTANT POLICY IMPLICATIONS AND DESERVES 
CAREFUL STUDY AND EXCHANGE OF VIEWS AMONG WESTERN STATES. 

2. THE DRAMATIC INCREASE OF OIL AND OTHER RAW MATERIAL 
PRICES IN THE EARLY 1970S, AND THE ACCOMPANYING ECONOMIC 
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DISORDER IN THE WEST, GENERALLY INCREASED EASTERN 
EUROPEAN DEPENDENCE ON THE USSR AS A SUPPLIER OF RAW 
MATERIALS, AND CONSEQUENTLY INCREASED THE CONGRUENCE 
BETWEEN SOVIET AND EASTERN EUROPEAN EXPORTS CAPABILITIES 
AND IMPORT NEEDS (THIS IS LESS TRUE, OF COURSE, FOR 
THOSE EE'S WITH THEIR OWN RAW MATERIAL ENDOWMENTS). IF 
CIA AND OTHER PREDICTIONS REGARDING SOVIET ECONOMIC 
GROWTH AND PETROLEUM PRODUCTION DURING THE 1980S ARE 
APPROXIMATELY CORRECT, THIS SITUATION WILL CHANGE 
SUBSTANTIALLY IN THAT THE SOVIETS WILL BE LESS ABLE TO 
MEET EASTERN EUROPEAN RAW MATERIAL AND ENERGY NEEDS. THE 
COSTS OF SUPPORTING THE EASTERN EUROPEAN ECONOMIES WILL 
BE MORE CLEARLY AND PAINFULLY PERCEIVED BY THE SOVIETS. 

3. THUFNWE ARE SEEING THE BEGINNING OF A PERIOD WHEN THE 
SOVIETS AND THEIR ALLIES MAY BE RETHINKING ECONOMIC 
POLICIES AND RELATIONSHIPS. WHILE POLITICAL CALCULATIONS 
INTERNAL TO THE WARSAW PACT WILL PLAY THE MAJOR ROLE IN 
THIS ADJUSTMENT PROCESS, WESTERN POLICIES CAN HAVE AN 
IMPORTANT IMPACT. THE SOVIET UNION ITSELF MAY HAVE A 
GENUINE OPTION OF PURSUING MORE AUTARCHIC POLICIES (THE 
SECOND OPTION IN REFTEL A, PARA 4). FOR HUNGARY, HOWEVER, 

ANY TURNING AWAY FROM ECONOMIC TIES WITH THE WEST WOULD 
IMPLY LOWER GROWTH RATES. THE HUNGARIAN PARTY AND 
GOVERNMENT LEADERSHIP OVER THE PAST SEVERAL MONTHS HAS 
PUBLICLY RECOGNIZED THIS FACT AND COMMITTED ITSELF TO 
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POLICIES EMPHASIZING GREATER INTERNATIONAL 
SPECIALIZATION AND COMMERCIAL INTERCHANGE. 

4. IN CONTRAST TO THE USSR, HUNGARY HAS VIRTUALLY NO 
EXPORTABLE RAW MATERIALS AND CAN ONLY SELL MANUFACTURED 
AND AGRUCULTURAL GOODS IN THE WEST. THE ABILITY AND 
WILLINGNESS OF THE WEST TO ABSORB INCREASING QUANTITIES 

OF EASTERN EXPORTS BY MAINTAINING A LIBERAL TRADE POLICY 
AND BY MAINTAINING A SATISFACTORY RATE OF ECONOMIC GROWTH 
WILL INFLUENCE THE DIRECTION OF ECONOMIC POLICY IN HUNGARY. 
OTHER WESTERN POLICIES COULD ALSO INFLUENCE THE 
PERCEPTIONS OF CEMA POLICY-MAKERS REGARDING THE POTENTIAL 
COSTS AND DANGERS OF GREATER ECONOMIC INTERACTION. THUS 
WE WOULD ENDORSE A STUDY NONT ONLY OF THE PROBABLE IMPACT 
OF DECLINING CEMA GROWTH RATES ON THE WEST BUT ALSO OF 
POLICY OPTIONS WHICH THE WEST COULD PURSUE TO INFLUENCE 
DEVELOPMENTS IN THE CEMA COUNTRIES. 
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